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OUR _IRREDEEMABLE PAPER MONEY 
by Howard H. Buffett 
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"Of all the contrivances for cheating the laboring classe >o 
kind, none has been more effective than that which deludes them 
paper money." -- Daniel Webster. 





I 
When the United States Government deliberately abandoned the gold 
standard in 1933, and officially repudiated its solemn pledge to redeem 
its bonds and paper money with gold, little notice was accorded the 
protests against this arbitrary action. Neither the unprecedented 


immorality of repudiation nor the resort to printing-press money seemed 
to disturb the American people. 


Public faith in our money system rested on a long heritage of sound 
money freely redeemable in gold. But no significant immediate effect on 
the domestic purchasing power of the dollar took place. Clever propa- 
ganda, appealing to the patriotic instincts of the public, effectively 
offset or silenced the voices of those who spoke about the inflationary 
periis of irredeemable paper money. 


Now, fifteen years have passed. The evil consequences of that dis- 
honorable action are beginning to make themselves felt, though the cause 
is still not understood. The ordinary consumer has become painfully 
aware of a continual and relentless rise in the cost of living. The 
citizen interested in public affairs is beginning to voice a suspicion 
that neither party any longer possesses the ability and integrity genu- 
inely to bring government spending under control. The disciple of human 
liberty is alarmed at both the steady expansion of bureaucracy and mili- 
tarism, and the growing public enthusiasm for state intervention in all 
human activities. We are slowly becoming enmeshed in all the economic, 
political, and moral consequences that always ultimately follow the 
resort to irredeemable paper money. 


Il 


Lenin is reported to have said that the surest way to destroy the 
capitalistic system is to debauch the currency. By expanding the money 
supply with irredeemable printed paper, government can steadily confis- 
cate, secretly and unobserved, the savings of the people. This process, 
generally known as inflation, amounts to legalized robbery of humble and 
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trusting people by the very agency (government) that supposedly protects 
them from spoliation. ‘ 


In the United States, the unrestrained government issuance of bonds 
and currency since 1955 has cut in half the purchasing power of every 
life insurance policy, savings bank deposit, government bond, or other 
fixed dollar obligation. Those who have been thrifty; those who have 
responded to the official appeal to put their earnings into savings 
bonds; those who have tried to lay away a frugal nest egg for their old 
age; all have taken a cruel loss. Lenin was certainly prescient. 

While government spending steadily dilutes the value of paper 
money, the resultant inflation brings a train of other evils. With 
taxes high and money deteriorating, shrewd people are constrained to 
spend their energies less on productive activity and more in shifting 
their capital assets into real property. Speculators who really under- 
stand inflation can always roll up immense profits. 

When the great Eighteenth Century fiat money inflation in France 
collapsed, the crushing loss fell on the shoulders of working people 
who had neither the foresight nor the means to protect themselves. 

When the inflationary bubble burst and the outstanding paper money 
became entirely worthless, it was discovered that the great bulk of it 
was in the hands of humble folk. A similar consequence resulted during 
the disastrous mark inflation in Germany in the 1920's. 

Governmental fraud undermines both public morale and private 
morals. When those in control of the destiny of the nation break its. 
solemn pledge and gloat over that repudiation, as was done in 1933, it 
is a national disgrace. It is more than disgraceful when the President 
urges the people to "buy savings bonds to fight inflation" and money 
thus collected is then used to prop up high prices, as in the case of 
the recent government million-ton purchase of sugar. Somehow and some- 
day the trusting people who respond with their savings to such official 
appeals will discover the trickery of which they are the victims. 


II! 


The day-by-day news is giving the American public a continuous and 
vivid portrayal of the frightful consequences of irredeemable paper cur- 
rency emissions, now usually disguised under the soothing label of "man- 
aged currency" systems. 

In one country after another, since V-J Day, we have witnessed a 
relentless rise in prices as the confidence of the populace in paper 
money first slowly, then rapidly, evaporated. While the ravages of war 
are a primary cause of Europe's troubles, yet wherever the governments 
have met their financial needs with the printing press, their basic ills 
have deepened and recovery has been retarded. 
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Despite the warning portrayed by the continuous drama of currency 
depreciation abroad, and inflationary developments at home, American 
officialdom pursues a policy that might charitably be called "watchful 
waiting". Instead of vigorous and courageous efforts to restore a sound 
money redeemable in gold -=- before public uneasiness over our paper 
money results in a general flight from currency, bank deposits, and 
other dollar promises -- our supposedly responsible leaders sit with 
folded hands, or demand economic narcotics like price control. 

In their 1948 political platforms, both major parties vigorously 
denounce inflation and "high prices". Each pledges itself to halt the 
continuing rise in the cost of living. Yet neither party even mentions 
the only final cure for monetary inflation -- a restoration to Americans 
of their right to own gold and to have paper money redeemed in gold. 

It is hard to believe that the men entrusted with the financial 
welfare of this nation follow a pattern that runs counter to all the 
teachings of history. Yet the record shows that all efforts to legis- 
late or decree monetary values by governments have ultimately failed 
disastrously. Why, then, should anyone believe that the present attempt 
to defy natural economic law can succeed? 

Apologists for the American experiment in irredeemable paper money 
claim “our system is different". They point to the government gold 
stocks at Fort Knox and solemnly assert that this $25.5 billion gold 
hoard gives ample security and backing to our currency. What they 
neglect to mention is that the Fort Knox gold is not obtainable by 
Americans in exchange for paper dollars. Only foreign holders of dol- 
lars can step up to the American Treasury and secure gold in exchange. 

Perhaps these advocates of managed currency should be reminded of 
the comment of Sir Isaac Newton when he was asked by British Treasury 
officials why the British money unit, the pound, had to be a fixed quan- 
tity of precious metal. Why did it need to be of metal at all, since 
paper currency was already publicly accepted? Why could not notes be 
issued without ever being redeemed? Newton, a mathematician, replied: 
"Gentlemen, in applied mathematics, you must describe your unit." 

Today American paper money units, with the exception of a rela- 
tively small quantity redeemable in silver, would be difficult to 
describe. A $20 Federal Reserve Note carries on its face this inscrip- 
tions "The United States of America will pay to the bearer on demand 


Twenty Dollars"; Twenty Dollars in more paper! 
If those who have promoted irredeemable paper money in America 
believe in a government-managed economy, then it is easy to understand 


their attitude. For inconvertible printing-press money is a basic 
requirement of a totalitarian economy. Automatically the opportunity 
of the individual to earn or preserve his independence is eliminated. 


IV 


Despite coolness from Treasury and banking interests, several bills 
have been introduced in Congress to restore the gold standard. My own 
proposal, H. R. 5031, would provide a return to the free redemption of 
paper money in gold at an early date. It proposes the minting of gold 
coins based on the present price for gold, $355 per ounce, and the elim- 
ination of restrictions on the private ownership of gold. 

Although the task of restoring honest money in America is not easy, 
it will never be less difficult than now. Gold is still coming into the 
Treasury in substantial amounts, and the ratio of our gold stocks to 
money in circulation is higher now than during many years prior to 1933, 
As after the Civil War, "the way to resume is to resume". 


Admittedly, the hurdles created by the fantastic increase of money 
in circulation, bank deposits, and government debt cannot be lightly 
brushed aside. Neither can the ticklish political aspects of this prob- 
lem be ignored. The end of the present inflationary boom will most 
surely cause unpleasant economic repercussions. Both major parties are 
carefully avoiding any action that might enable the opposite party to 
pin on them the blame for its termination. 


But intelligent political understanding and action is imperative. 
Perhaps the answer is a bipartisan approach. Nowhere in public affairs 
would it be more reasonable. For all American citizens, excepting only 
speculators and profiteers, have a common interest in the re-establish- 
ment of sound currency. And the problem must be solved in accordance 
with economic principles having no allegiance to political parties. 

The American heritage of an honest money redeemable in gold was 
not given to this generation to squander. It was entrusted to our hands 
as custodians. Unless restored, we shall be recorded by history as 
faithless both to our ancestors and our posterity. For the blessing of 
this land of liberty, and its unparalleled achievement, are intimately 
connected with the right of the individual freely to obtain gold in 
exchange for the fruits of his labors. 





Congressman Buffett represents the Second District of Nebraska. 
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Reading accounts of the Wallace Convention, we recalled a remark which Norman 
Thomas made to us last winter. "The Left Wing religion", he said (and he ought to 
know), “has no ideology. It has no hagiology. All it has left is a demonology." 
Certainly the gaudy affirmations in the speeches last week in Philadelphia had no 
more vitality, as ideas, than the wartime effusions of Archibald MacLeish. Nor, 
clearly, was there any saint on the "Progressive" altar. The effort to paint a 
nimbus around the unruly shock of Henry has failed. The Machiavellians around him 
obviously regard him as makeshift, the while they scan the horizon for a more 
credible Holy Man. As for the demonology, there is plenty of evidence that Norman 
Thomas hit the target. The "devils" were exorcised when the crowd vented its frenzy 
on the outworn symbols of J. P. Morgan and Company and Wall Street. Attentive 
appraisal of the cries and grunts from Philadelphia leads to the conclusion that 
whatever else the Left Wing party possesses, it has a great reservoir of hate for 
Truman, Dewey, Taft, Norman Thomas, J. Parnell Thomas, Forrestal, etc. 





By Frank C. Hanighen 


There was another interesting aspect of the gaudy show last week -- the atti- 
tude of what may be a substantial portion of American youth. Reporters who followed 
the Wallace speaking tours in the past six months have often noted the large numbers 
of young people who filled the halls; and they appeared in Philadelphia in large 
numbers. It is highly important to note that this youth, unlike that of previous 
generations, is reactionary -= that is, it is not against the "system", it is for 
the "system". A quarter of a century ago, those in their teens and twenties rallied 
to Mencken's fierce diatribes against current idols and standards; or they emotion- 
ally responded to the humanitarian protests of an Oswald Villard against the evils 
accompanying the capitalist system. Today, however, youth raises the clenched fist, 
not in revolt against, but in submission to the prevailing world-wide system of 
collectivism and suppression of individualism. And it concentrates its hatred on 
Wall Street and "feudalism", images as synthetic as cinder blocks. 


* * * * * 


The Communist control of the Wallace Convention was especially noticeable in 
one bit of business. A plank reported by the platform committee advocated a "uni- 
fied homeland" for the Macedonian peoples. But when this proposal was published, 
fellow travellers quickly forced through an amendment striking out the plank. 
Balkan experts in Washington believe that the appearance of the plank in the plat- 
form was as significant of the Communist dominance in Philadelphia as its with- 
drawal. Demands for a “unified Macedonian homeland" have formed part of the Com- 
munist line during the past ten months, before Tito rebelled against Moscow. The 
withdrawal may have been prompted by a desire to avoid a controversy embarrassing 
to the American Communist Party. Slav elements in the United States are keenly 
interested in the advancement of Macedonian independence; and Tito is at odds with 
the puppet Bulgarian Government on the subject. Therefore the Communist managers 
at the Convention might well have felt that the topic should be left severely alone. 
Certainly the Communists must have departed from Philadelphia with a feeling of 
relief that the dispute over Tito did not break out in the Convention. 


* * * » * 


Supporters of Zionism in all three conventions may discover (to the surprise 
of some) that the advancement of Zionist ambitions has worked very satisfactcrily 
for the Soviet Union. C. L. Sulzberger, chief foreign correspondent of the New 
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York Times staff, in a survey of the repercussions of Israel's success: (July 27) 


says: "The Russians have fairly well insured that chaos and unrest. would exist for” 


Some years in the Middle East because of the permanent hostility of the Arab States 
to an independent Israel. This weakens the United States' strategic position. ... 
Moscow has managed to some degree to neutralize the Middle East, an area formerly 
extremely hostile to her." Sulzberger also dwells on the following developments: 
(1) "Russia has made difficult the Marshall Plan by the blocking off of important 
petroleum resources"; (2) the popularity of Russia among Zionists, and the growth of 
Communist fellow traveller strength in Israel. 


President Truman attempted to garner votes from Wallace supporters by his 
order to enforce FEPC in the Government, including the armed services. But, the move 
seems destined to fail. The statement had hardly appeared before spokesmen for 
Negro groups scornfully remarked that "it has a hole as big as a barn door". Chief 
of Staff Bradley's remark that the Army will keep racial segregation as long as the 
nation does adds fuel to the flames. A. ‘Philip Randolph, of the sleeping car por- 
ters union, assailed the President's order as ineffective and as an empty maneuver 
to obtain Negro votes. Randolph's words carry no little weight. He is not a 
Wallace supporter and his independent record has won him a large following. 


Still another Truman attempt to exploit minority groups has proved abortive. 
He criticized the DP bill passed by the 80th Congress as "anti-Catholic". But appar- 
ently the Catholic Church in this country does not agree. Monsignor Swanstrom of 
the National Catholic Resettlement council issued a statement which said, "The dis- 
placed persons legislation is not discriminatory as far as Catholics are concerned. 
No leading Catholic authority or any official representative of the National 
Catholic Resettlement council has ever Spoken of the measure as being anti-Catholic 
despite reports in the public press." John O'Donnell of the New York Daily News, who 
reported this statement, remarks, "And we may note, the only reports in the public 


press on this issue are the quotes from President Truman as he spoke in Convention 
Hall, July 15, last". 





It is superfluous to analyze the President's speech to Congress, save as a 
strictly political maneuver. However, if one grants for the sake of argument that 
he sincerely believes in the efficacy of his anti-inflation program, this may be 
said. The opening paragraphs of the address were no more than an impressionistic 
play on the phrase “high prices"; thus, "Families priced out of the market... 
prices squeezing the independent business man . . . industrial prices rising and 
rising fast", etc., etc. Then, abruptly, without any attempt to describe the 
causes. of inflation or to plead the case for controls, he plunged in with, "We 
must attack inflation directly". The President might just as well have said: We 
must attack the symptoms rather than the causes. Senator Taft observed that the 
Presidential program would take at least six months to legislate and this offers 
additional proof that the speech was a political maneuver. Similarly one might 
remark: The fact that the President's speech writers did not even take the trouble 
to include arguments for controls shows that the address was inspired by the charts 
of political pollsters rather than the graphs of economists. 


Congressman Buffett's Analysis this week comes with special timeliness. It is 
reliably reported that Chairman Wolcott of the House Banking and Currency Committee 
returns to the Special Session with the idea that a counterproposal to Truman's 











of 





anti-inflation demands should include some preliminary steps toward a return to the 
gold Standard and that gold requirements for Federal Reserve currency should be 
raised. Chairman Wolcott, it is said, is considering these suggestions as part of an 
anti-inflation program which would also include the restriction of bank credit by 
using Federal Reserve powers, by limiting public spending and reducing exports. 


Whatever Wolcott and Congress will do, there is undoubtedly a developing tend- 
ency to turn to currency measures. not only on the domestic but also on the foreign 
front. For instance, it is known that Government councils are exploring the possi- 
pility of utilizing our gold reserve to bolster European currencies -=- as a measure 
in the conflict with Soviet Russia. Meanwhile, Mr. Paul Hoffman on his recent visit 
to the Continent strove to persuade ECA recipients to co-operate in removing intra- 
European trade barriers, the most important of which is the currency muddle. 


* * * * * 


The President's proposal for return of excess profits taxes will, of course, 
be rejected by Congress. Nevertheless the Democratic high tax policy as well as 
other governmental restrictions have worked their damage, as appears in a current 
report of the Machinery and Allied Products Institute. Last February MAPI's report, 
Technological Stagnation in Great Britain, not only explained much of Britain's 
economic decline but also served as a warning that the preliminary symptoms of the 
British disease have appeared in the United States, due to fiscal and other poli- 
cies. This week, MAPI sharpens the ominous parallel by a study of the rise and ° 
fall of patent applications in the two countries. MAPI shows that patent applica- 
tions rose steadily in Britain until about 1910, when a "levelling off or decline" 
commenced, concurrent with technological stagnation. There was little change 
over a period of thirty or forty years. In the United States, on the other 
hand, there was a marked upward trend from 1900-to 19350. The difference between the 
British and American graphs in this period cannot be explained by the growth of American 
population. "Between 1900 and 1930, the United States population rose about 61 per 
cent, yet patent applications increased 130 per cent." 





The Thirties altered the picture in the United States. A down-turn commenced 
(after an all-time high in 1929) which, with the exception of one short up-turn in 
that latter part of the decade, continued into the Forties. After an abrupt, short- 
lived rise in 1944-45, there was another descent in 1946. "Since 1930", MAPI points 
out, "there has been about a 15 per cent increase in population in the United States 
and about a 15 per cent decline in patent applications. .. . Britain's decline in 
patents Sealed-was-about-40 per cent between- 1930 and 1946." MAPI.goes on, "Over 
the long span patent applications in the past have risen and fallen roughly with 
business activity generally, except that there is always a sharp decline during war 
years, probably because would-be inventors are otherwise occupied. Had the historic 
pattern been followed the 1929 peak would have been surpassed before the war, and 
the post-war volume would be substantially higher than any previous peak. Such is 
not the case, by far." 


There are various reasons advanced for this phenomenon. But MAPI concludes 
that most of these confirm rather than discredit patent applications as a measure of 
technological progress or decline, and lays emphasis on the following explanation: 
"A generation ago a business-minded mechanic or engineer with an idea could start a 
business based on his patent, and that has been the origin of thousands of American 
companies. Today such a man looks at taxes, government regulations, union labor 
problems and similar hazards, including the complexity of modern technology, and 
decides to remain an employee. In short, the incentive is largely gone for the 
small entrepreneur for whom the patent system has been most important." This pic- 
ture indeed makes it necessary to talk about technological stagnation in the United 
States. 
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How to Predict Elections, by Louis H. Bean. New York: Alfred A. Knopf, Inc. 
$2.50. Reviewed by J. M. Lalley. 





Mr. Bean, a statistician of the Department of Agriculture, is said to possess 
great luck or great skill at divining from small handfulls of data what the American 
voters will do on election day. In this book he purports to disclose the secrets of 
his art, which turns out to be less occult than might have been supposed. Put very 
Simply, the basic principle is this: If you know, or can surmise with some ac- 
curacy, how the votes in a certain state will be divided between the parties, you 
have a reliable basis on which to reckon the division of the votes in the country at in 
large. The normal ratio of the votes in a given state for a given party, to the 
national popular vote for the same party, can be calculated from an analysis of 
election returns over a period of, say, half a century. This ratio is more nearly an 
constant, however, in séme states than in others. In Illinois, for example, the 
normal Democratic pei centum of votes has been from two to six points below the 
Democratic Share of: the popular vote from all states; but in the last four Presi- ce 
dential eleqtioys it has been only three or four points below, indicating an his- 
torical trend which must be taken into account. Thus, by adding three or four 


points to the percentage of Democratic ballots anticipated in Illinois, one may make up 
an estimate of the,..national ratio. 


in 
The same principle may be applied with varying degrees of precision to almost fr 
any state outside the South. There is, says Mr. Bean, some truth after all in the 
old saying that as, Maine goes the nation goes; the mid-September returns from that 
state are, therefore, of great barometric importance. The thing to watch for, as I Pr 
gather, is not whether Maine goes Republican again, but whether the Democratic vote : 
there is,ymore or less than 35 per cent of the two-party total. The problem is, of w: 
course, considerably complicated when there is the factor of a third party, and p! 


still more so, no doubt,. by the intrusion of a fourth party as is the case this 

year. The main question concerning third parties is from which of the traditional 
parties they will deflect the more votes, and in which states. Mr. Bean strives to tl 
show. that nowadays third parties can affect the result only when the initial margin 


of advantage for one or the other of the two regular parties is relatively slight. b 
From an analysis of Congressional elections, which are largely unaffected by third- 
party movements but have a fairly constant relation to the ebb and flow of party a, 


strength reflected in Presidential elections, he concludes that even had there been 
no Bull Moose party in 1912, Wilson would probably have been elected. Similarly, mi 
he believes that Coolidge could not have been defeated in 1924, even had the Repub- 


licans faced a united opposition. Yet, in 1944, a third party capable of drawing v 
as much as eight per cent of the votes in a dozen or so important states would have di 
sufficed to defeat Roosevelt, provided that not more than a third of its votes came t. 
from potentially Republican sources. Mr. Bean also finds that for all the apparent d 


discrepancies there is a systematic relationship between the popular vote and the 

division of the Electoral College. He produces a tour de force of statistics to 

show that in a two-party election the Democrats must have at least 52 per cent of M 
the popular vote to obtain the necessary minimum of 266 electoral votes. Thus in a 

close election the statistical advantage lies with the Republicans; but where the 
Democratic popular vote goes well above 52 per cent the candidate's majority in the 

College will be proportionately greater than his popular majority. 





finished early this year and he excuses himself on the ground that nothing can be 
determined by a judicious sampling among racial, religious and economic groups, 
especially in the decisive states. But his long-range predictions, which are based 
on an historical study of political tendencies show no such caution. 


b 
0 
f 
Mr. Bean ventures no predictions about the approaching elections. His book was t 
g 
fe 
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